
UM 1224 / PGE Exhibit 103
Hager - Tamlyn - Tinker / 1 

Regulated

Actual  Type I Regulated Regulated Adjusted

Regulatory adjustments based on Financial  Accounting Utility Type I Adjusted Boardman Results with
Docket UE-115, Order 01-777. Statements  Adjustments Actuals  Adjustments Results Deferral Boardman

(1) (2) (3) (4) (5) (6) (7)
Operating Revenues
  Sales to Consumers 1,330,776 0 1,330,776 0 1,330,776 0 1,330,776
  Sales for Resale 143,436 (143,436) 0 0 0 0 0
  Other Operating Revenues 16,820 (5,016) 11,804 (4,863) 6,940 26,439 33,379
    Total Operating Revenues 1,491,031 (148,452) 1,342,579 (4,863) 1,337,716 26,439 1,364,155

    
Operation & Maintenance     
  Net Variable Power Cost 804,821 (177,261) 627,560 (13,855) 613,705 0 613,705
  Total Fixed O&M 139,754 0 139,754 0 139,754 0 139,754
  Other O&M 160,555 3,462 164,017 (10,412) 153,605 0 153,605
  Total Operation & Maintenance 1,105,129 (173,799) 931,330 (24,266) 907,064 0 907,064

    
  Depreciation & Amortization 222,740 0 222,740 0 222,740 0 222,740
  Other Taxes / Franchise Fee 74,604 0 74,604 (157) 74,447 0 74,447
  Income Taxes 15,912 16,897 32,809 7,703 40,512 10,392 50,904

  Total Oper. Expenses & Taxes 1,418,385 (156,901) 1,261,484 (16,720) 1,244,764 10,392 1,255,156

  Utility Operating Income 72,646 8,449 81,095 11,857 92,952 16,047 108,999

Rate of Return 4.00% 4.47%  5.13%  6.01%

Return on Equity 1.56% 2.39% 3.55% 5.11%

(Thousands of Dollars)

P O R T L A N D   G E N E R A L   E L E C T R I C 

O P U C   R E G U L A T O R Y   R E P O R T I N G

Earnings Test Assuming Boardman Deferral Recovery and No Income Tax Refund

October 1, 2005  - September 30, 2006
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Regulated

Actual  Type I Regulated Regulated Tax and Adjusted

Regulatory adjustments based on Financial  Accounting Utility Type I Adjusted Boardman Results with
Docket UE-115, Order 01-777. Statements  Adjustments Actuals  Adjustments Results Deferral Boardman

(1) (2) (3) (4) (5) (6) (7)
Operating Revenues
  Sales to Consumers 1,330,776 0 1,330,776 0 1,330,776 0 1,330,776
  Sales for Resale 143,436 (143,436) 0 0 0 0 0
  Other Operating Revenues 16,820 (5,016) 11,804 (4,863) 6,940 (161) 6,779
    Total Operating Revenues 1,491,031 (148,452) 1,342,579 (4,863) 1,337,716 (161) 1,337,555

    
Operation & Maintenance     
  Net Variable Power Cost 804,821 (177,261) 627,560 (13,855) 613,705 0 613,705
  Total Fixed O&M 139,754 0 139,754 0 139,754 0 139,754
  Other O&M 160,555 3,462 164,017 (10,412) 153,605 0 153,605
  Total Operation & Maintenance 1,105,129 (173,799) 931,330 (24,266) 907,064 0 907,064

    
  Depreciation & Amortization 222,740 0 222,740 0 222,740 0 222,740
  Other Taxes / Franchise Fee 74,604 0 74,604 (157) 74,447 0 74,447
  Income Taxes 15,912 16,897 32,809 7,703 40,512 (63) 40,449

  Total Oper. Expenses & Taxes 1,418,385 (156,901) 1,261,484 (16,720) 1,244,764 (63) 1,244,701

  Utility Operating Income 72,646 8,449 81,095 11,857 92,952 (98) 92,854

Rate of Return 4.00% 4.47%  5.13%  5.12%

Return on Equity 1.56% 2.39% 3.55% 3.54%

(Thousands of Dollars)

P O R T L A N D   G E N E R A L   E L E C T R I C 

O P U C   R E G U L A T O R Y   R E P O R T I N G

Earnings Test Assuming Boardman Deferral Recovery and Income Tax Refund

October 1, 2005  - September 30, 2006
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Regulated

Actual  Type I Regulated Regulated Adjusted

Regulatory adjustments based on Financial  Accounting Utility Type I Adjusted Income Tax Results with
Docket UE-115, Order 01-777. Statements  Adjustments Actuals  Adjustments Results Deferral Boardman

(1) (2) (3) (4) (5) (6) (7)
Operating Revenues
  Sales to Consumers 1,330,776 0 1,330,776 0 1,330,776 0 1,330,776
  Sales for Resale 143,436 (143,436) 0 0 0 0 0
  Other Operating Revenues 16,820 (5,016) 11,804 (4,863) 6,940 (26,600) (19,660)
    Total Operating Revenues 1,491,031 (148,452) 1,342,579 (4,863) 1,337,716 (26,600) 1,311,116

    
Operation & Maintenance     
  Net Variable Power Cost 804,821 (177,261) 627,560 (13,855) 613,705 0 613,705
  Total Fixed O&M 139,754 0 139,754 0 139,754 0 139,754
  Other O&M 160,555 3,462 164,017 (10,412) 153,605 0 153,605
  Total Operation & Maintenance 1,105,129 (173,799) 931,330 (24,266) 907,064 0 907,064

    
  Depreciation & Amortization 222,740 0 222,740 0 222,740 0 222,740
  Other Taxes / Franchise Fee 74,604 0 74,604 (157) 74,447 0 74,447
  Income Taxes 15,912 16,897 32,809 7,703 40,512 (10,455) 30,057

  Total Oper. Expenses & Taxes 1,418,385 (156,901) 1,261,484 (16,720) 1,244,764 (10,455) 1,234,309

  Utility Operating Income 72,646 8,449 81,095 11,857 92,952 (16,145) 76,807

Rate of Return 4.00% 4.47%  5.13%  4.24%

Return on Equity 1.56% 2.39% 3.55% 1.97%

(Thousands of Dollars)

P O R T L A N D   G E N E R A L   E L E C T R I C 

O P U C   R E G U L A T O R Y   R E P O R T I N G

Earnings Test Assuming no Boardman Deferral Recovery and Income Tax Refund

October 1, 2005  - September 30, 2006
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UM 1224 – DIRECT TESTIMONY 

I. Introduction 

Q. Please state your names and positions with PGE.  1 

A. My name is Patrick G. Hager.  I am the Manager of Regulatory Affairs for PGE.   2 

  My name in Bob Tamlyn.  I am the Tax Director for PGE.   3 

  My name is Jay Tinker.  I am a Project Manager for PGE.  My areas of responsibility 4 

include revenue requirement analyses and other regulatory analyses. 5 

  Our qualifications appear at the end of this testimony. 6 

Q. What is the purpose of your testimony? 7 

A. Our testimony: 8 

• Summarizes the Commission’s Order 07-351. 9 

• Calculates the deferred amount for the relevant period of October 5, 2005, 10 

through December 31, 2005, using the methodology adopted by the Commission 11 

in its administrative rule (OAR 860-022-0041) and referred to as the SB 408 12 

methodology.  13 

• Presents considerations to the Commission for using alternative methods to derive 14 

the deferred amount other than the use of the SB 408 methodology, and 15 

• Presents an earnings test which shows that, irrespective of the method selected to 16 

calculate the deferred amount, the Commission should find that PGE’s earnings 17 

during the relevant period were insufficient to warrant amortization of the 18 

deferral. 19 

Q. How is your testimony organized? 20 

A. After this introduction, Section II summarizes the Commission’s Order 07-351 related to 21 

both UM 1224 and UM 1226 and provides a calculation of the deferred amount pursuant to 22 
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that Order.  Section III provides a rationale for alternative calculations of the deferred 1 

amount using alternative methods.  Section IV provides PGE’s earnings test for the deferral 2 

period, and finally, Section V provides our qualifications. 3 

Q. What are PGE’s conclusions regarding this docket? 4 

A. We conclude that: 5 

• The Commission has broad authority and discretion under the deferral statute.  6 

Therefore, they need not adhere to the methodology for calculating “taxes 7 

collected” and “taxes paid” as defined in OAR 860-022-0041. 8 

• There are good policy reasons for not adhering to the SB 408 methodology for 9 

calculating deferred amounts, including avoiding the double whammy problem 10 

inherent in the law as well as the asymmetry of the treatment of consolidated tax 11 

effects. 12 

• Irrespective of how one calculates the deferred amount, an earnings test of the 13 

relevant period is required by ORS 757.259 and shows that PGE’s earnings were 14 

deficient during the period.  Therefore, no amortization (refund) of the deferred 15 

amount should occur. 16 
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II. Review of Order 07-351 and Calculation of Deferral Amount 

Q. What did the Commission determine in Order 07-351? 1 

A. The Commission dismissed URP’s complaint docketed as UM 1226, granted deferred 2 

accounting treatment under ORS 757.259 for the period October 5, 2005, through December 3 

31, 2005, and ordered PGE to provide a calculation of the deferred amount consistent with 4 

the SB 408 methodology.  Since the Commission approved the deferral under ORS 757.259, 5 

the Commission also ordered PGE to file an earnings test to determine if amortization of any 6 

deferred amounts should be limited on the basis of earnings.  Exhibit 101 is a copy of Order 7 

07-351. 8 

Q. What is the SB 408 methodology? 9 

A. The SB 408 methodology is embodied in OAR 860-021-0041, approved by the Commission 10 

in Docket AR 499, with some modifications in Docket AR 517.  The rule requires the 11 

development of both Taxes Collected and Taxes Paid on an annual basis and establishes an 12 

automatic adjustment clause to refund or collect differences in excess of $100,000.  PGE 13 

files a report annually by October 15 detailing the development of these items for the prior 14 

three years. 15 

Q. Has PGE already filed information relevant to calculating any deferred amounts 16 

pursuant to the SB 408 method? 17 

A. Yes.  On October 15, 2007, PGE filed its tax report covering the years 2004 through 2006.  18 

The report complies with OAR 860-022-0041.  The report is currently under review in 19 

docket UE 178 with a tariff change expected to go into effect June 1, 2008, related to the 20 

difference between Taxes Paid and Taxes Collected under SB 408 associated with calendar 21 

year 2006.  This same report provides information that can be used to calculate the deferred 22 
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amount in this docket.  Exhibit 102 is a copy of the 200 portion of the tax report filed in 1 

UE 178.  Note that the tax report is highly confidential and is subject to Protective Order 2 

issued in this docket (Order 07-520), which provides the same protection as Order 06-033 3 

provides in UE 178.  4 

Q. How much did PGE report as the difference between Taxes Paid and Taxes Collected 5 

under SB 408 associated with calendar year 2005? 6 

A. PGE reported a difference of $111.6 million.  This calculation was derived by applying 7 

OAR 860-022-0041 to calendar year 2005 to derive Taxes Paid and Taxes Collected as 8 

provided in PGE’s tax report. 9 

Q. Did you adjust this result for purposes of the deferral calculation? 10 

A. Yes.  The $111.6 million difference for 2005 reflects $1.2 million of Multnomah County 11 

income Taxes Collected for 2005.  We have adjusted the net result to remove the impact of 12 

presumed Multnomah County income Taxes Collected under SB 408.  The net difference for 13 

2005 after removal of these collections is $110.4 million. 14 

Q. Why did you make this adjustment? 15 

A. PGE was a party to a settlement regarding Multnomah County income tax collections 16 

covering the period through early October 2005.  For the remainder of 2005, PGE’s tariff 17 

rider to collect these taxes was set to zero.  As a result, for purposes of this deferral 18 

calculation, any presumed collections of Multnomah County income taxes for 2005 should 19 

be set to zero to avoid double counting the refund under the settlement with a deferral in this 20 

docket. 21 

Q. How can the net $110.4 million amount be used to calculate the deferral amount in this 22 

docket if the Commission uses the SB 408 methodology? 23 
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A. Since the deferral period is October 5, 2005, through December 31, 2005, we can calculate 1 

the deferral amount of $26.6 million as a fraction of the 2005 calendar year difference 2 

between Taxes Paid and Taxes Collected under SB 408, or: 3 

   $110.4 million * (88 days / 365 days) = $26.6 million 4 

  Thus, application of the SB 408 method to derive the deferral amount would yield a 5 

$26.6 million refund to customers associated with the difference between Taxes Paid and 6 

Taxes Collected under SB 408 during the period October 5, 2005, through December 31, 7 

2005.  8 

Q. Why was there such a substantial difference between Taxes Paid and Taxes Collected 9 

under SB 408 for 2005? 10 

A. To understand why PGE had such a substantial difference between Taxes Paid and Taxes 11 

Collected under SB 408 in 2005, it is necessary to understand how SB 408 works.  In broad 12 

terms, the law can be understood by reviewing the two components of the calculation, Taxes 13 

Collected and Taxes Paid. 14 

Q. How are Taxes Collected determined under SB 408? 15 

A. Taxes Collected are defined as the product of three figures: actual tariff revenue, and two 16 

ratios, the net to gross and effective tax rates.  The ratios are derived using rate case data 17 

based on the assumptions used to set rates. 18 

Q. What impact does the use of rate making ratios have in determining taxes collected? 19 

A. The use of ratemaking ratios implies that a certain percentage of each dollar collected 20 

through tariff revenues can be thought of as representing collections of income taxes.  For 21 

example, if the net to gross ratio is 10% and the effective tax rate is 30% as determined 22 

using rate case data, than the product of those two ratios is 3% (10% * 30%).  In the context 23 
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of Taxes Collected under SB 408, it will be assumed that 3% of each dollar of actual tariff 1 

revenue is a collection of income taxes. 2 

Q. Isn’t this a reasonable assumption to make regarding income tax collections? 3 

A. No.  PGE argued in the AR 499 rulemaking proceeding that this approach to determining 4 

Taxes Collected would result in unintended results.  Specifically, since income taxes are 5 

dependent upon all other costs and revenues, to blindly attribute a percentage of each dollar 6 

of tariff revenues as for income taxes results in a “double whammy” problem, whereby the 7 

volatility of the utility’s financial results are exacerbated by the application of the law.  For 8 

example, if a utility incurs additional costs not forecast in a rate case, the utility will also 9 

have, all else equal, a lesser tax liability than forecast in the rate case.  This amounts to a 10 

double whammy since the utility will incur the higher cost without recovery and as a result 11 

of incurring higher costs than recovered in rates, will also refund the tax effect of the higher 12 

costs through SB 408.  Similarly, if a utility incurs a lower level of costs than forecast in a 13 

rate case, the utility will have, all else equal, a greater tax liability than forecast in the rate 14 

case.  This is also a double whammy since the benefit of lower costs accrues to the utility, 15 

and as a result of accruing that benefit, will also collect the tax effect of lower costs through 16 

SB 408. 17 

Q. Is the double whammy problem independent of any effects due to consolidation of 18 

income taxes at a parent company? 19 

A. Yes.  A utility could be purely stand-alone, meaning it has no subsidiaries, no sister 20 

companies and no parent company and still be faced with this problem.  It is simply inherent 21 

in the simplistic nature of the SB 408 definition of Taxes Collected.  Rate case estimates of 22 

costs are never perfect.  The imperfections of those cost estimates are amplified by SB 408 23 
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which effectively penalizes those estimates by introducing additional financial implications 1 

for inaccurate cost estimates in a rate case. 2 

Q. What was the main purpose of SB 408? 3 

A. From our understanding, the 2005 Oregon Legislature was concerned with what was coined 4 

the “Enron problem”, whereby a utility would send cash to its parent company to cover its 5 

stand-alone income tax liability, only to have the parent company not in turn pay taxing 6 

entities due to consolidated losses at other companies within a larger corporate structure.   7 

Q. How does SB 408 solve the “Enron problem?” 8 

A. SB 408 handled the effects of consolidation primarily though its determination of Taxes 9 

Paid.  Specifically, it uses a lesser-of test between three different calculations of Taxes Paid: 10 

1. Consolidated Taxes Paid, 11 

2. Consolidated and apportioned Taxes Paid, and 12 

3. Utility stand-alone Taxes Paid. 13 

  Thus, if a utility is part of a larger corporate structure with subsidiaries, sister 14 

companies or a parent company, if the net effect of those non-utility companies is to reduce 15 

the consolidated tax liability relative to the stand-alone utility tax liability, at least some of 16 

the consolidated tax savings will be ascribed to the utility in determining Taxes Paid under 17 

SB 408. 18 

Q. Do customer rates reflect the costs that produce consolidated tax savings? 19 

A. No.  A long standing tradition in utility rate regulation is to only allow recovery of costs 20 

associated with electric service.  As such, costs that may be incurred by a sister, subsidiary, 21 

or parent company are not authorized to be included in rates. 22 

Q. Does SB 408 create an asymmetry with regard to the treatment of non-utility costs? 23 
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A. Yes.  While the prohibition remains against recovery of costs outside those necessary for 1 

providing utility service, SB 408 introduces the potential for consolidated tax benefits to 2 

flow through to customers due to the impact of those costs on the consolidated tax return. 3 

Q. Can’t SB 408 produce additional collections from customers if consolidation effects 4 

increase the consolidated tax liability of the parent company? 5 

A. No.  By using the “lesser-of” test described above, SB 408 ensures that customers only 6 

benefit from consolidated tax savings.  They cannot be charged more if the net effect of 7 

consolidation is higher income taxes than the stand-alone utility result. 8 

Q. Getting back to PGE’s 2005 results, what are the drivers of PGE’s $110.4 million 9 

difference between Taxes Paid and Taxes Collected under SB 408? 10 

A. The roots of PGE’s difference between Taxes Paid and Taxes collected under SB 408 relate 11 

to both consolidation effects and double whammy impacts at the utility level.  During 2005, 12 

PGE was a member of Enron’s consolidation tax return.  PGE sent funds to Enron to cover 13 

our stand-alone current tax liability, amounting to $91.9 million.  However, Enron’s 14 

consolidated tax return resulted in effectively zero current taxes due for the year.  Thus, 15 

consolidated tax savings attributed back to the utility through SB 408 contributed 16 

significantly to the net result of SB 408.  Further, PGE’s utility financial results were poorer 17 

than rate case estimates.  As shown later in section IV on the earnings test, PGE’s earned 18 

ROE was substantially below the authorized level of 10.5% determined in UE 115.  The net 19 

result of under-earning at the utility level contributes an additional $23.8 million1 through 20 

the double whammy effect described above. 21 

                                                 
1 Per application of SB 408 rules, the presumed collection of income taxes was $69.5 million for 2005.  PGE’s 
actual net (current and deferred) stand-alone utility tax liability for 2005 was $45.7 million per PGE’s 2005 10K.  
The difference, $23.8 million, is a measure of the double whammy impact of SB 408. 
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Q. Did PGE’s customers pay the costs associated with non-PGE losses in Enron’s 1 

consolidated tax return? 2 

A. No.  Rates established in UE 115 reflected estimates of PGE’s stand-alone costs for the 2002 3 

test year. 4 
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III. Alternative Deferral Calculations 

Q. Is the Commission required to use the SB 408 methodology for calculating the deferral 1 

amount? 2 

A. No.  This is a deferral under ORS 757.259.  The Commission has broad authority to 3 

determine how to calculate any deferral amount associated with the deferral period.  The 4 

Commission may have felt compelled by the Oregon legislature to adopt OAR 5 

860-022-0041 as written to comply with SB 408.  However, as explained in Order 06-532 in 6 

AR 499, the Commission indicated it would consider double whammy in the context of 7 

other proceedings. 8 

Q. Why should the Commission use an alternative calculation for determining the 9 

deferral amount? 10 

A. The Commission should consider alternatives to the SB 408 methodology due to the 11 

infirmities described previously.  The SB 408 methodology introduces a double whammy 12 

problem through its definition of Taxes Collected and introduces asymmetries regarding the 13 

treatment of consolidated tax effects through its lesser-of test for determining Taxes Paid 14 

and further asymmetries regarding the treatment of non-utility costs by ascribing the tax 15 

benefits of non-utility costs to customers who bear no responsibility for the costs 16 

themselves.  The Commission should conclude that an appropriate policy for deferrals under 17 

ORS 757.259 related to income taxes would not contain these drawbacks. 18 

Q. Does the deferred accounting statute itself and the Commission’s historical policies in 19 

applying deferred accounting suggest another reason for departing from SB 408 to 20 

determine a deferred amount in this docket? 21 
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A. Yes.  ORS 757.259(2)(d) indicates that only utility revenues or expenses are eligible for 1 

deferral if they either minimize the frequency of rate changes or match appropriately the 2 

costs borne by and benefits received by customers.  The principle of matching costs and 3 

benefits was the foundation of the Commission’s stand-alone policy.  Under that principle, 4 

customers should only be entitled to tax benefits associated with costs for which they bear 5 

responsibility.  Customers bore no responsibility for either Enron losses or for PGE utility 6 

expenses in excess of those assumed in rates.   7 

Q. What approach does PGE recommend to calculating the deferred amount? 8 

A. PGE recommends that the Commission find that the deferred amount is zero since PGE has 9 

not, in fact, over-collected income taxes during the deferral period. 10 

Q. Why do you say that PGE did not over-collect income taxes during the deferral 11 

period? 12 

A. A more appropriate comparison to determine excess or deficient income tax collections is to 13 

compare two different stand-alone cases.  The first stand-alone case is that which was 14 

assumed in the ratemaking process, consistent with the presumed level of costs and the 15 

Commission-allowed ROE.  For PGE during 2005, the relevant rate case stand-alone 16 

computation comes from UE 115, in which the estimated tax collections consistent with 17 

ratemaking assumptions totaled $75.0 million (See Order 01-777, Appendix G).  The second 18 

stand-alone case is the actual utility income tax liability, which reflects actual utility 19 

revenues and costs.  As indicated above, this amount totals $45.7 million for 2005 and is a 20 

better indication of actual income tax collections as it reflects the derivative nature of 21 

income taxes.  Thus, an appropriate comparison that is more consistent with deferred 22 

accounting policy would be a comparison of actual income tax collections based on financial 23 
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results ($45.7 million for PGE) versus “presumed” collection of income taxes consistent 1 

with the ratemaking assumptions used in the last relevant rate case ($75.0 million).  On this 2 

basis, PGE under-collected during 2005 and there should be no deferred amount.   3 

Q. Are there any other reasons why this method of determining income tax deferred 4 

amounts is superior to the SB 408 method? 5 

A. Yes.  If PGE’s income tax collections were excessive, then its earnings would also be 6 

excessive since income taxes depend on other utility costs and, as a result, its actual 7 

stand-alone income tax liability would exceed the rate case estimate.  As section IV shows, 8 

PGE in fact significantly under-earned during the relevant earnings test period and, as a 9 

result, our stand-alone tax liability was in fact under the ratemaking estimate used in 10 

UE 115.  The approach of reviewing the actual stand-alone income tax liability to determine 11 

a deferral amount for income taxes avoids the double whammy problem described 12 

previously because it does not introduce a notion of “fixed” rate recovery percentages for a 13 

cost that is in fact derivative of other costs.  Second, an approach of looking at utility 14 

earnings to determine the deferral amount doesn’t allow consolidation to factor into the 15 

calculation.  This is appropriate since customers are not responsible for the costs that might 16 

produce tax benefits at the consolidated level.  This is consistent with the policy long in 17 

place at the Commission prior to the passage of SB 408 and is consistent with historical 18 

deferred accounting policies. 19 

Q. Does PGE suggest an alternative approach to calculating the deferred amount? 20 

A. Yes.  Absent a finding of a zero deferred amount, PGE recommends that the Commission at 21 

a minimum adjust the SB 408 result for the impact of the double whammy since it goes 22 
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beyond fixing the “Enron problem” that was the focus of the legislature and because the 1 

Commission explicitly indicated it would consider this effect in other dockets.   2 

Q. How can the SB 408 results be adjusted to remove the double whammy impact from 3 

2005? 4 

A. The double whammy impact can be removed from 2005 by replacing the SB 408 definition 5 

of taxes collected with the actual income tax liability for PGE reported in our SEC Form 6 

10K for 2005, which reflects the actual stand-alone tax liability for PGE.  This removes the 7 

double whammy effect by defining taxes collected based our actual costs and revenues from 8 

which taxes are derived instead of assumed fixed percentages of revenues.  If the 9 

Commission removed the impact of the double whammy from the SB 408 method, the 2005 10 

difference between Taxes Paid and Taxes Collected would be $86.6 million and, pro-rated to 11 

the deferral period would be $20.9 million.  Table 1 below summarizes the various deferral 12 

amount calculations: 13 

Table 1 

Deferral Method Calendar 2005 Pro-Rated Deferral Period 

Review of PGE’s Earnings Zero Zero 
SB 408 Adjusted to Remove Double Whammy $86.6 million $20.9 million 
SB 408 Unadjusted $110.4 million $26.6 million 
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IV. Earnings Test 

Q. What is the purpose of the earnings test? 1 

A. The purpose of the earnings test is to determine whether the utility’s earnings during the 2 

relevant period warrant amortization of any deferred amounts.  Deferred accounting relief is 3 

extraordinary and is only granted if earnings support amortization. 4 

Q. Is an earnings test required in this case? 5 

A. Yes.  It is required under ORS 757.259 and the Commission ordered it in Order No. 07-351. 6 

Q. What were PGE’s earnings before consideration of any refunds to customers? 7 

A. Without any refund, PGE’s regulated adjusted ROE for the 12-month period that includes 8 

the income tax deferral period is only 3.55%, far below its authorized 10.5% ROE for the 9 

period.  Exhibit 103 provides the earnings test.   10 

Q. Isn’t PGE seeking recovery of deferred Boardman replacement power costs that could 11 

impact the earnings test for this proceeding? 12 

A. Yes.  In docket UE 196, PGE is seeking $26.4 million in Commission approved deferred 13 

power costs associated with a Boardman outage over the period November 18, 2005, 14 

through February 6, 2006.  However, even if PGE is granted amortization of the full 15 

deferred amount in UE 196, its regulated adjusted ROE will rise to only 5.11% during the 16 

earnings test period, still far below its authorized ROE of 10.5%.  Thus, the Commission 17 

should deny the amortization of any deferred amounts in this proceeding. 18 

Q. What is the period used for review of PGE’s earnings? 19 

A. The period is October 1, 2005, through September 30, 2006. 20 

Q. Why did PGE select this period for the earnings test? 21 
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A. The earnings period needs to encompass the entire deferral period.  We chose this period 1 

because it covered the deferral period and it provides a review of the most recent level of 2 

earnings possible.  Therefore, we believe that this period is a reasonable period for an 3 

earnings review. 4 

Q. Does this earnings test period also correspond to the earnings test period used in 5 

UE-196? 6 

A. Yes.  This is the same earnings test period used in UE 196.  We believe this is appropriate 7 

since the deferral period in that docket and in this proceeding are very similar. 8 

Q. What standards did PGE apply to develop the earnings test? 9 

A. Generally, the standards that apply to the earnings test are: 10 

• Commission decisions from UE 82 (Order No. 93-257), UE 115 (Order No. 11 

01-777), and UM 1234 (Order No. 07-049). 12 

• Staff letter on Results of Operations Reports dated March 25, 1992. 13 

Q. How did PGE perform the earnings test for this income tax deferral? 14 

A. PGE performed the earnings test similar to the method we use to prepare our annual Results 15 

of Operations Report.  To do this, we applied accounting and regulatory adjustments (based 16 

on the UE 115 rate case) to our actual operating results.  This calculation produces an ROE 17 

that represents our regulated adjusted results.  We then compared this regulated ROE to our 18 

authorized ROE. 19 

Q. Did PGE make any changes to the standard method used to prepare the Results of 20 

Operations Report? 21 

A. Yes.  Based on Commission Order No. 93-257, referenced above, we did not normalize 22 

power costs during the review period.  Instead, we only controlled for the second Boardman 23 
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outage, which occurred from February 6, 2006, to May 31, 2006, and for which PGE agreed 1 

to hold customers harmless.  To accomplish this, PGE estimated power costs by applying a 2 

forced outage rate equal to (1 – 0.935) during Boardman’s second outage.  This results in an 3 

earnings test that assumes Boardman was operating from February 6 through May 31 at a 4 

performance level consistent with that used to set rates during the period.  It is also 5 

consistent with PGE’s rebuttal testimony in Docket UM 1234. 6 

Q. Is PGE “under-earning” even if it does not refund any deferred amounts from this 7 

docket? 8 

A. Yes.  Without refunding the deferral amount, PGE’s earned ROE on a regulated adjusted 9 

basis is 3.55% before recovery of deferred amounts in UE 196 and only 5.11% after 10 

recovery of deferred amounts in UE 196.  Both levels of ROE are well below the 10.5% 11 

ROE authorized in UE 115 and hence, no refund of deferral amounts should occur in this 12 

proceeding.  13 

Q. Is PGE’s state of “under-earning” exacerbated by a refund in this docket? 14 

A. Yes.  If, for example, PGE were required to refund $26.6 million in this docket, PGE’s ROE 15 

would be reduced to 3.54% assuming PGE recovered deferred power costs in UE 196, and 16 

only 1.97% if PGE were also denied recovery of deferred power costs in UE 196. 17 
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V. Qualifications 

Q. Mr. Hager, please describe your qualifications. 1 

A. I received a Bachelor of Science degree in Economics from Santa Clara University in 1975.  2 

I received a Masters of Arts degree in Economics from the University of California at Davis 3 

in 1978, with a concentration in public finance, international trade and finance, and applied 4 

econometrics.  I’ve completed all course work and examinations towards my Ph.D.  I joined 5 

PGE in 1984 as a business analyst.  I have also taught financial markets at the undergraduate 6 

and graduate levels at Portland State University.  In 1995, I passed the examination for the 7 

Certified Rate of Return Analyst (CRRA).  I have also passed all three levels of the 8 

Chartered Financial Analyst (CFA) exam and received my charter in December 2000. 9 

Q. Mr. Tamlyn, please describe your qualifications. 10 

A. I am a graduate of Portland State University receiving a Bachelor’s degree in Political 11 

Science in 1974.  I also have a Masters of Taxation degree from Portland State University, 12 

received in 1996 and have been a certified public accountant since 1979.  I am a member of 13 

the American Institute of CPAs as well as the Oregon Society of CPAs and a director for the 14 

Portland chapter of Tax Executives Institute. 15 

  I worked for the Portland Oregon based CPA firm of Fellner & Kuhn, PC from 1976 to 16 

1987, advising clients on various accounting and tax matters.  Subsequent to that I worked in 17 

various tax capacities at PacifiCorp, NERCO, PacifiCorp Financial Services and Standard 18 

Insurance Company. 19 

  I have been the tax director at PGE from March 2005 until the present time. 20 

Q. Mr. Tinker, please describe your qualifications. 21 



UM 1224 / PGE / 100 
Hager – Tamlyn – Tinker / 18 

 

UM 1224 – DIRECT TESTIMONY 

A. I received a Bachelor of Science degree in Finance and Economics from Portland State 1 

University in 1993 and a Master of Science degree in Economics from Portland State 2 

University in 1995.  In 1999, I obtained the Chartered Financial Analyst (CFA) designation.  3 

I have worked in the Rates and Regulatory Affairs department since joining PGE in 1996. 4 

Q. Does this conclude your testimony? 5 

A. Yes. 6 
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List of Exhibits 

PGE Exhibit  Description 

Exhibit 101  Copy of Order 07-351 

Exhibit 102C  Copy of Tax Report covering 2004-2006 (Highly Confidential and 

Subject to Protective Order No. 07-520)   

Exhibit xx3  Earnings Test Results 
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